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Summary 

Every tax filer has the option to claim deductions when filing their income tax return. Deductions 
serve four main purposes in the tax code: (1) to account for large, unusual, and necessary personal 
expenditures, such as extraordinary medical expenses; (2) to encourage certain types of activities, 
such as homeownership and charitable contributions; (3) to ease the burden of taxes paid to state 
and local governments; and (4) to adjust for the expenses of earning income, such as 
unreimbursed employee expenses. 

Some tax deductions can be taken by individuals even if they do not itemize. These deductions 
are commonly referred to as above -the-line deductions, because they reduce a tax filer’s adjusted 
gross income (AG1, or the line). In contrast, itemized and standard deductions are referred to as 
below-the-line deductions, because they are applied after AG1 is calculated to arrive at taxable 
income. 

Tax filers have the option to claim either a standard deduction or to itemize certain deductions. 
The standard deduction, which is based on filing status, is, among other things, intended to reduce 
the complexity of paying taxes, as it requires no additional documentation. Alternatively, tax 
filers claiming itemized deductions must list each item separately on their tax return and be able 
to provide documentation that the expenditures being deducted have been made. Only tax filers 
with deductions that can be itemized in excess of the standard deduction find it worthwhile to 
itemize. Whichever deduction the tax filer claims — standard or itemized — the amount is 
subtracted from AGE 

Deductions differ from other tax provisions that can reduce a tax filer’s final tax liability. 
Deductions reduce final tax liability by a percentage of the amount deducted, because deductions 
are calculated before applicable marginal income tax rates. In contrast, tax credits generally 
reduce an individual’s tax liability directly, on a dollar-for-dollar basis, because they are 
incorporated into tax calculations after marginal tax rates are applied. 

Some deductions can only be claimed if they meet or exceed minimum threshold amounts 
(usually a certain percentage of AGI) in order to simplify tax administration and compliance. In 
addition, some deductions are subject to a cap (also known as a ceiling ) in benefits or eligibility. 
Caps are meant to reduce the extent that tax provisions can distort economic behavior, limit 
revenue losses, or reduce the availability of the deduction to higher-income tax filers. 

Because some tax filers and policy makers may not have detailed knowledge of tax deductions, 
this report first describes what they are, how they vary in their effects on reducing taxable 
income, and how they differ from other provisions (e.g., exclusions or credits). Next, a discussion 
concerning the rationale for deductions as part of the tax code is provided. Because some 
deductions are classified as tax expenditures, or losses in federal revenue, they might be of 
interest to Congress from a budgetary perspective. The final section of this report includes tables 
that summarize each individual tax deduction, under current law. Many of these deductions are 
part of the permanent income tax code. The Tax Increase Prevention Act of 2014 (P.L. 113-295) 
extended several temporary provisions through 2014 (for the 2015 tax filing season). 
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T his report provides an overview of income tax deductions for individuals. A tax deduction 
reduces the amount of a tax filer’s income that is subject to taxation, ultimately reducing 
the tax filer’s tax liability. Every tax filer has the option to claim deductions when filing 
their income tax return. However, some tax filers and policy makers may not have detailed 
knowledge of tax deductions, including future changes in the requirements to claim certain 
deductions. In addition, tax deductions may be of interest to Congress from a budgetary 
perspective, as some deductions are classified as tax expenditures, and result in losses in federal 
revenue. 

This report first describes what tax deductions are, how they vary in their effects on reducing 
taxable income, and how they differ from other provisions (e.g., exclusions or credits). Next, it 
discusses the rationale for deductions as part of the tax code. The final section includes tables that 
summarize each individual tax deduction, under current law. 

This report focuses on the standard treatment of tax deductions for individuals under the 
individual income tax code. As such, the following are beyond the scope of this report: 

• the different treatment of deductions under the alternative minimum tax for 
individuals, 1 

• tax deductions for businesses under the individual income tax code, 2 and 
• options for reforming itemized deductions. 3 

Calculating the Individual Income Tax 

To understand what tax deductions are, it is helpful to first understand how a tax filer calculates 
individual income tax liability. Figure 1 provides an overview of how a tax filer calculates his or 
her federal tax liability . 4 To calculate taxes owed (tax liability), tax filers first add up all of their 
forms of income (see step 1 in Figure 1) to calculate their gross income. Next, the tax filer 
subtracts any above-the-line deductions to calculate their adjusted gross income, or AGI (step 2). 
AGI is often referred to as “the line.” Then, the tax filer subtracts personal exemptions, or fixed 
dollar amounts per spouse and dependent child (step 3). The tax filer then subtracts the greater of 
either the sum of all of their below-the-line, or itemized deductions, or the standard deduction, 
which is a fixed amount based on filing status, in order to arrive at taxable income (step 4). The 
marginal tax rates are applied to taxable income (step 5) to arrive at a preliminary tax liability. 



1 See CRS Report RL30149, The Alternative Minimum Tax for Individuals, by Steven Maguire. 

2 Some of the deductions reported on the Internal Revenue Service Form 1040 relate to business expenses, as some 
business are organized as pass-through entities. Pass-through entities get their name from the fact that the business’s 
income passes-through to the owner, as opposed to being claimed separately by the business. However, the tax 
treatment of business income through the individual tax code is beyond the scope of this report. For more information 
on pass-through entities, see CRS Report R40748, Business Organizational Choices: Taxation and Responses to 
Legislative Changes, by Mark P. Keightley. 

3 For example, see CRS Report R43079, Restrictions on Itemized Tax Deductions: Policy Options and Analysis, by 
Jane G. Gravelle and Sean Lowry; CRS Report R42435, The Challenge of Individual Income Tax Reform: An 
Economic Analysis of Tax Base Broadening, by Jane G. Gravelle and Thomas L. Hungerford; and CRS Report 
RL33755, Federal Income Tax Treatment of the Family, by Jane G. Gravelle. 

4 For a more detailed description of each of these tax terms, see CRS Report RL301 10, Federal Individual Income Tax 
Terms: An Explanation, by Mark P. Keightley and Jeffrey M. Stupak. For a general explanation of the federal tax 
system, see CRS Report RL32808, Overview of the Federal Tax System, by Molly F. Sherlock and Donald J. Marples. 
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Finally, tax credits are subtracted from preliminary tax liability (step 6) to arrive at final tax 
liability. The provisions in Figure 1 surrounded by dotted lines are covered in this report. 



Figure I . Computation of Federal Personal Income Tax Liability 
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Source: Harvey S. Rosen, Public Finance, 7 th ed. (New York, NY: McGraw-Hill Irwin, 2005), p. 360. 



What Are Tax Deductions? 

Simply stated, deductions reduce taxable income. Each deduction reduces tax liability by the 
amount of deduction times the tax filer’s marginal tax rate. In contrast, a tax credit reduces tax 
liability on a dollar-for-dollar basis because it would be applied after the marginal tax rate 
schedule. An individual in a 35% tax bracket would receive a reduction in taxes of $35 for each 
$ 1 00 deduction while an individual in a 25% tax bracket would receive a reduction in taxes of 
$25 for each $100 deduction. Hence, the same deduction can be worth different amounts to 
different tax filers depending on their marginal tax bracket. The tax savings from deductions are 
generally equal to the tax filer’s marginal tax rate times the amount of the deduction. So higher- 
income tax filers typically benefit more than lower-income tax filers from deductions. 
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Deductions serve four main purposes in the tax code. 5 First, they can account for large, unusual, 
and necessary personal expenditures, such as the deduction for extraordinary medical expenses. 
Second, they are used to encourage certain types of activities, such as homeownership and 
charitable contributions. Third, they account for and ease the burden of paying for non-federal 
forms of taxes, such as state and local taxes. Fourth, deductions adjust for the expenses of earning 
income, such as deductions for work-related employee expenses. 

The following sections define each form of deduction and explain in greater detail how 
deductions are used in the calculation of an individual’s tax liability. 



Above-Versus-Below-the-Line Deductions 

To arrive at final tax liability, all taxpayers may be able to claim above-the-line deductions 
whether they claim itemized deductions or the standard deduction. Each of these deductions has a 
specific line on the Form 1040 (e.g., line 34 for the deduction of student loan interest). Figure 2 
shows how tax deductions appear on the IRS Form 1040. 



Figure 2. Above- Versus Below-the-Line Deductions on the IRS Form 1040 
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Source: Internal Revenue Service, 2014 Form 1040, at http://www.irs.gov/pub/irs-pdf/fl040.pdf. 



5 Joseph A. Pechman, Federal Tax Policy, 3 rd ed. (Washington, DC: Brookings Institution Press, 1977), pp. 85-88. 



Congressional Research Service 



3 



Tax Deductions for Individuals: A Summary 



These deductions are commonly referred to as above-th e-line deductions, because they reduce a 
tax filer’s AG1 (the line). Above -the-line deductions are sometimes also called adjustments to 
income, because they generally represent costs incurred to earn income. In contrast, itemized and 
standard deductions are sometimes referred to below-the-line deductions, because they are 
applied after AG1 is calculated to arrive at taxable income. 

Above -the-line deductions may provide additional benefits to some tax filers seeking to claim 
certain tax preferences. A number of tax provisions have a phaseout of benefits as income 
increases. The higher the AGI, the less likely the tax filer will be able to claim a larger value of 
the tax preference. Tax deductions that lower AGI increase the likelihood that the tax filer will be 
able to claim a larger value of the tax preference. 



Itemized Versus Standard Deductions 

As previously discussed, tax filers have the option to claim either a standard deduction or the sum 
of their itemized deductions. Whichever deduction the tax filer claims — standard or itemized — 
the deduction amount is subtracted from AGI to arrive at final tax liability. 



Standard Deduction 

The standard deduction is a fixed amount, based on filing status, available to all taxpayers. In 
contrast to those itemizing their deductions, tax filers do not have to provide additional 
documentation in order to claim the standard deduction. 

The standard deduction was introduced into the federal tax code with the passage of the 
Individual Income Tax Act of 1944 (P.L. 78-315) primarily to simplify tax administration and 
compliance. At the time of passage, it was noted that taxpayers generally had little idea about 
what deductions were allowable and few taxpayers kept accurate records. Thus, the enactment of 
the standard deduction reduced excessive unsupportable claims of deductions, although at the 
same time it permitted many taxpayers to take a deduction in excess of what they would have 
been allowed if they had been required to itemized their deductions. 

Today it is also viewed as performing a social welfare purpose. The social welfare purpose of the 
standard deduction was introduced with the minimum standard deduction in the Revenue Act of 
1964 (RL. 88-272). Under this minimum standard deduction provision, a taxpayer was assured a 
minimum amount of deductions from his or her income. The personal exemptions combined with 
the standard deduction amount are designed to remove low-income households from the tax rolls. 

The calculation of the standard deduction has changed over time. In 1 944, it was equal to 1 0% of 
AGI, up to a maximum of $1,000. In 1964, a minimum standard deduction was introduced as a 
fixed value of $200 plus $ 1 00 for each exemption with a ceiling of $ 1 ,000 if married filing 
jointly. 6 The value of the standard deduction, including both the percent of AGI and the maximum 
value, was increased multiple times from 1969 to 1975. The minimum standard deduction and the 
deduction were merged in 1977 into a flat standard deduction of $2,200 (single) and $3,200 



6 CRS Report 80-3 1 , Historical Summary of Selected Features of the Individual Income Tax , by George J. Leibowitz 
and Jane G. Gravelle. (This archived report, last updated by Cheryl Savage Newton in 1980, is available upon request.) 
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